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Dear Ms Morris:

Hermes is one of the largest pension fund managers in the United Kingdom and is
the principal manager of the BT Pension Scheme and the Royal Mail Pension Plan.
We also respond on behalf of the British Coal Staff Superannuation Scheme. These
are three of the five largest pension funds in the UK. Hermes has approximately
$105 billion under management and a further $17.5 billion under advice, of which
around $1 1.5 billion is invested in North American companies.

Hermes believes that companies with informed and involved shareholders will
outperform in the long-term as oversight by shareholders encourages management
to pursue strategies that achieve superior long-term shareholder returns.
Consequently, Hermes has for some time taken an active interest in the performance
of boards and their observance of corporate governance best practice. The principal
issue for long-term shareholders regarding compensation is whether it is adequate to
recruit and retain appropriately qualified executives and directors and to incentivize
them to deliver long-term shareholder value. Full, accurate and clear disclosure
about executive compensation enhances investors' ability to ensure an alignment of
interests between executives and shareholders, and to assess the quality of board
debate. With this in mind, we take this opportunity to respond to the SEC's proposal
regarding amendments to executive compensation and related party disclosure (the
"Proposed Amendments") under the Securities Exchange Act (the "Act").

We are largely supportive of the Proposed Amendments and feel that they do go a
long way lowards fulfilling the goals set out by the SEC, namely, to facilitats the
understanding of filings, to provide investors with a clearer and more complete
picture of compensation paid out to management and directors, and to provide
shareholders with better information about key financial relationships among
companies and related parties.

ln general, we recommend that both executive compensation and related party
disclosure be in plain English in order to be as clear as possible to shareholders. We
also recommend that such disclosure be comprehensive, simple, and principle-driven
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rather than rules-based. We are thus pleased with the Proposed Amendments asthey do strive to meet these criteria.

However, we have some specific recommendations and replies to queries raised inthe Proposed Amendments. For ease of reference, r" huu" organized the followingcomments under the headings in which they appear in the propoled Amendments.

Executive and Director Gompensation Disclosure

With respect to the proposed Compensation Discussion and Analysis (the ,,CD&A,),
we support the requirement to have companies describe each' element ofcompensation along with the rationale for each and to move away from the boilerplate language that currently dominates Compensation Committe6 reports in fileddocuments. However, without further guidance, tne Coan could also be reduced toboiler . plate language which would lhus diminish its usefulness. Rather thanconstricting corporations with further rules, however, we recommend that the SEChighlight the importance of a principles-based approach to the cD&A to ensure notonly that its content meets shareholder needs, but also that its format and style areimproved. The CD&A should include current and companv-ip""iii" i"i"-"ti"..

We also feel that the CD&A should include disclosure regarding performance criteriafor stock-based compensation plans. . .The leeway prduio"o-rbr in the proposed
Amendments for issuers to withhold this information'if it would "have an adverse
gffec! on the company," is far too broad. Both specific performance metrics andtargets should be disclosed in the cD&A. lf companies feel that the disclosure oftargets is competitively sensitive information, at a minimum they should disclose thetargets for awards granted during the previous year. Given thit tnese took jbce inthe past, the information is no longer competitively sensitive. A brief and quilitative
discussion of how these targets were arrived at ind how the relevant awards wereapproved under them would enhance shareholder confidence in CompensationCommittee decision-making. A particularly good 

""urbl" 
of such a discussion at aUK company is provided by Hiscox's Re-munlration Report from its zoo+ nlp"rt andAccounts. We have attached a copy of this Remuneration Report in nppenoix A tothis letter, for your review.

We believe that the rewards paid under incentive plans need to be genuinely at risk,which means that the tgp"l: set for payouts should be chailenging. "Re;aro! 
inouroreflecl a significant contribution to shareholder value by plan participants. Such plansshould not simply reward- management as a matter of ioursb. Currenly, tne tact otdisclosure regarding performanle metrics is problematic. lt impairs jhareholders,

ability to determine whether or not plan participants are in fact being rewarded basedon performance. The fact that the plan itsef contains a bn! list of possibleperformance metrics is insufficient. We therefore feel that integri to ne eioposeoAmendments is the requirement that such performance information be disclosed.

Compensation Tables

We support the addition of a "Total Compensation" column into the SummaryCompensation Table' We also support the presentation of all dollar figures to O" inUS dollars, as this provides shareholders with the most clarity. To-enhance thisclarity, we further recommend that the valuation method for stock basedcompensation be disclosed. We are content for the disclosure of the assumptions
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underlying the valuations to remain in the notes to the financial statements rather
than be included directly in the CD&A.

With respect to the "Non-Stock lncentive Plan Compensation Column" proposed to
be included in the Summary Compensation Table, greater clarity is required as to
what information should be included here. Specifically, it is unclear whether this
column is meant to distinguish between equity based and non-equity based awards,
or whether the column is meant to distinguish between equity awards whose value is
based solely on share price appreciation and equity awards whose value and
quantum are based on performance metrics and the achievement of goals under
those metrics.

ln terms of perquisites, we feel that the shift down to a $10,000 reporting threshold is
appropriate. However, we urge the SEC to require issuers to disclose all items that
comprise the expenditures on perquisites, as otherwise companies may unbundle
items such that the cost of each falls below the threshold and thereby becomes
unnecessary to report.

We are pleased with the SEC's recommendation to include the principal financial
officer's compensation in the disclosure in addition to that of the CEO and the other
three top paid executives. We do not feel it is necessary to disclose the
compensation of the top three earners at the company should these individuals differ
from those already named. These other individuals may not be part of the
management or the board of directors and, as such, may not be responsible for
strategic business decisions. As a result, their compensation need not be disclosed.

We support the SEC's proposal to indicate in the Summary Compensation Table
whether or not a Named Executive Officer has an employment agreement with the
company. This provides shareholders with greater clarity and unifies information that
is currently quite fragmented in the disclosure.

In terms of defining whose compensation should be reported, we agree with the
SEC's submission that total compensation should be the criterion, rather than the
current measure of salary and bonus.

With respect to the disclosure of director compensation, we agree that this should be
presented in tabular format as well. Currently the compensation paid to directors is
reported in various parts of filings and amending this will provide investors with a
simpler way to see how much directors are being paid for their board service. We
would also like to see directors' equity stakes disclosed in this table, in an effort to
consolidate the information, rather than maintaining this information in a separate
table (currently the "Securities Ownership of Management and Directors" table).
Furthermore, perquisites enjoyed by directors should be subject to the same
disclosure thresholds as those enjoyed by management.

Gertain Relationships and Related Transactions Disclosure

Transactions with Related Persons

We support the SEC's proposal to increase the threshold for reviewing transactions
from $60,000 to $120,000. Given that materiality is stillthe applicable test, we do not
have a problem with the numericalthreshold being raised.
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Corporate Governance Disclosure

We appreciate that the Proposed Amendments would require an issuer to state
which definition of independence is being employed by the company for the purpose
of categorizing directors. Additionally, we advocate providing this information either
on the company's website or annually in the Proxy Circular. Flowever, we would like
to ensure that if a director is held not to be independent by the company that the
reasons for this are disclosed.

Fina.lly, we agree that the role of any compensation consultant should have to be
disclosed. Current disclosure on this item is entirely boiler plate and thus not helpful
to investors.

Additional Gomments

We have further suggestions that the SEC may want to consider. Given that theprimary goals of the Proposed Amendments are to simplify and clarify disclosure of
executive compensation and related party transactions, it may be worth consideringpresenting executive compensation disclosure to shareholders in a completel!
different way.

The revised Summary Compensation Table with a column detailing the total amount
earned by executives during the current year is, as noted above, J positive addition.
However, the two SupplementalAnnual iompensation Tables proposed (namely, the
Grants of Performance-Based Awards Tabie and the Grants of All dther Equity
Awqrds Table) may not present the information to shareholders in the most
straig htfonruard man ner.

]f9 SeC may want to consider instead including two tables which would include the
following information:^ (i) Equity based compeisation Earned in the Current year;
and (ii) Equity based Compensation to be Earned in the Future. The first table would
detail all money earned on the exercise of any equity based awards as well as the
value. of all equity based awards that are cuirently-vested, and the second table
would provide a prediction, based on current valuations, of amounts that may be paid
out to each named executive officer in the future based on the amount bf equity
based awards they currenfly hold.

Splitting the information into these two categories may provide investors with better
snapshots of compensation paid to executives by cl-early presenting the value of
equity awards paid out in the current year as weil as the potential value of equity
awards to be paid out in the future.

ln addition, the SEC may, in the future, want to consider shareholder ratification of
the CD&A. This compulsory resolution at AGMs has worked well in the UK and
Australia by providing a point for dialogue between issuers and shareholders and
increasing accountability of compensation committees to investors.

We are pleased that the SEC has been responsive to issuers' concerns in this
instance and are appreciative of the opportunity to provide our input to the process.

Yours truly,

k-y{k
Manager
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APPENDIX A

(See attached)

We are pleased to commend the attached compensation committee report because it
discusses - briefly but with sufficient detail to give shareholderc confidence in the
prooess - the reasons why particular performance conditions have been chosen and
why they are aligned with corporate strategy, and also how particular awards under
the plans have been anived at.



Directors' Remuneration Report

This report sets out the
remuneration policies for the
Group's senior executives,
including the executive directors,
for the next and future financial
years. lt should be read in
conjunction with the details of
directors' remuneration on pages
47 Io 51 which form the audited
part of this Remuneration Reporl.
The members of the Remuneration
Committee are identified on
page 15.

None of the Committee has
any personal flnancial interest
(other than as shareholders) or
conflicts of interests arising from
cross-directorships or dayto-
day involvement in running the
business. The Committee makes
recommendations to the Board.
No director plays a part in any
discussion about his or her
own remuneratlon.

Remuneration policy
The Remuneration Committee
recommends to the Board
a framework of executive
remuneration and its cost.

The Committee will also determine
on the Board's behalf the specifc
remuneration packages for
each of the executive directors,
including pension rights and
any compensation payments.

The general philosophy
underlying the Group s
remuneration policy for its senior
executives, including executive
directors, is the same as that
applied to all employees,
!.e. to attract and retain quality
staff and to encourage and
reward superior pedormance.

Remuneration elsewhere in the
Group is considered in determining
directors' remuneration.

Remuneration elements
There are four components to
the remuneration package: base
salary and benefits, annual cash
bonuses, long term incentive
arrangements and pensions

Base salary and benefits
The Remuneration Committee
utilises reporls provided by
Watson Wyatt as independent

consultants, and other publicly
available reports, in iis
consideration of what
comparable companies are
paying and in setting annual
salaries and other benefits. Using
this information as a benchmark,
and taking into account current
economic and operational
conditions, salary levels are
determined for each individual
which take into account
experience, skills, development
and performance.

Base salary ranges remain
competitive, with salaries assessed
in accordance with the size of
the role and market data.

Bonuses
The Remuneration Committee
believes that a signiflcant podion
of the total remuneration should
be attained through an incentive
bonus which links rewards directly
with pedormance. A bonus pool
is created when the business
profits of the Group, based on
the year's accounting prelax
operating result, exceed a return

on equity linked to the longer
term rate of return ('Hurdle
Return'). The bonus pool is
limited to a percentage of profits
above the Hurdle Return. Similarly
the bonus pools allocated to
each major business division are
calculated based on the business
profits generated by that division
above the Hurdle Return. This
pool is utilised to award annual
bonuses to all staff including
executive directors based upon
the performance of their business
area and upon their individual
performance. In this way, the
bonus scheme aligns the
interests of employees with
shareholders. The actual amount
to be paid to executive directors
ic  . lo lormino. l  hrr  lha

Remuneration Committee based
on the performance of the Group
and an assessment of individual
pedormance.

The Remuneration Committee
also reviews and confirms the
recommendations of management
regarding the award of bonuses
to senior managers and staff.

The following grapn shows tne Company's pedormairce, measured by iotal shareholcler return, compared urith the perlormance of the FTSF Ali,Share lnsrirance Index
alsc measured by totai sharehoider return. The FTSE All-Share lnsLrrance Index has been selected for this comparison becaLtse it is the most representative index tor
measudng the pedormance of tne insufance market in which Hiscox Fariicioates.

o/o
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Long term awards
The Remuneration Commitree
believes strongly in the value
of employee participation in long
term award schemes so that
their interests may be aligned
with those of shareholders.

The Group has three share
option schemes which were
set up for this purpose.

Awards were made during the
year to executive directors, senior
executives and other staff under
the Approved and Unapproved
share option schemes. The
exercise of options under these
schemes depends upon
achieving certain performance
targets over a period of three
years. These options are not
offered at a discount and
conform with institutional investor
dilution guidelines. All directors
entitled to share options are
subject to these same
performance criteria.

Awards were also made during
the year under the Sharesave
Scheme and the International
Sharesave Scheme. These
schemes provide a medium term
incentive available to all staff.
Awards depend upon the amount
employees are prepared to save
out of their salary subject to
the maximum figure under the
rules. There are no pedormance
criteria for these schemes.
The Remuneration Committee is
very pleased with the commitment
shown by employees in the
future of the Group.

The Group has also
implemented a performance
share plan for senior executives
to complement the existing long
term incentive arrangements.
No awards were made during
the year under this plan. The
exercise of options under this
plan depends upon achieving
certain performance targets over
a three year period. All direcrors
entitled to these awards are
subject to these same
performance criteria.

In order to ensure that the
objective of aligning employee
interests with shareholders is met,
the Remuneration Committee
regularly reviews the terms and
conditions of share incentive
grants made to employees.
The 2003 review resulted in
the Remuneration Committee

proposing changes to the
terms and conditions applying
to future grants of options under
the Hiscox Approved Share
Option Scheme and the Hiscox
Unapproved Share Option
Scheme (the 'Option Schemes')
and awards under the Hiscox
Performance Share Plan (the
'Performance Share Plan'),
and these amendments were
approved and adopted on 22
June 2004. Consequently awards
earned under these schemes
are currently running with two
different sets of terms and
conditions.

Exercise of awards issueo
prior Io 22 June 2004 under the
Approved and Unapproved Share
Option Schemes is dependent
upon the basic earnings per
share of the Group increasing at
2o/o mo"e than the rate of inflation
over a period of three years

Exercise of awards issued
prior to 22 June 2004 under
the Performance Share Plan is
subject to the following terms:
(a) The participants will receive

100% of the award if the
Group's operating EPS (note
12) over a fixed three year
period has increased by 35%
('the maximum target');

(b) No award will vest unless
the increase in the Group's
operating EPS over the period
equals or exceeds 15% ('the
base targei') at which point
40% of the award will vest;
ano;

(c) An award will vest on a
straight-line basis if the
operating EPS growth ls
between the base target
and the maximum target.

All options granted under the
Approved and Unapproved Share
Options Schemes as well as the
Performance Share Plan since
22 June 2OO4 are to be granted
in accordance with the revised
terms and conditions as follows:
(i) There will be no facility for the

re{esting of performance
conditions;

(ii) The targets for these grants
under boih the Option
Schemes and Performance
Share Plan are as follows:

(a) the participants will receive
'1007o of their share grants
if the Group's Return on

Equity ('ROE') average
is 10% over the three
year performance period
(the'maximum target');

(b) no grants will vest unless
the Group's ROE average
over the period equals or
exceeds B% at which point
40o/o oI the grant will vest
(the 'minimum target'); and

(c) a grant will vest on a
straight-line basis if the
Group's ROE average is
between the base target
and the maxrmum taroet

The Remuneration Committee
believes that using ROE as the
long{erm performanbe condition
better aligns the interests of
employees with shareholders
because:
(D ROE captures the efficiency

with which the Company is
using shareholder funds to
generate earnings, whereas
EPS growth gives no
indication of the level of
return on the investment
required to generate those
additional earnings;

(ii) the Company operates in
a highly cyclical business
where earnings can fluctuate
considerably, which can have
a distorting effect on EPS
growth. Where EPS is used
as a performance condition
this can introduce an element
of luck as to when in the
cycle share grants are made
which can operate to the
disadvantage of both
employees and shareholders.
The Remuneration Committee
believes that an average
ROE performance requirement
over the three year period
smooths out the cyclical
fluctuations in earnings and
ensures that over any given
period shareholders will
receive a minimum return
on equity before share grants
to employees will vest.

The ROE will be calculated
as profit before tax and goodwill
amortisation divided by
shareholders' funds at the
beginning of each year. The ROE
will be calculated for each of the
ihree financial ymrs constituting
the performance period and
then averaged.

The Remuneration Committee
will review the ROE target
attaching to grants on an annual
basis in light of the prevailing
bond yields and make adjustments
to the target, provided that in
the opinion of the Reixuneration
Committee the adjusted target
shall be no easier to satisfy than
ihe original target when imposed
and provided that sharehotoers
will be consulted in advance in
respect of any material change.

The Board proposes to
amend the Hiscox Unapproved
Share Option Scheme (the
'Unapproved Scheme') so as to
allow for the grant of options to
French employees that will qualify
for favourable tax treatment
in France ('Approved Options
in France'). The proposed
amendment has arisen as a result
of a recent review underlaken to
ensure that all of our overseas
employees are able, where
possible, to qualiflT for any
available favourable tax
treatments on their share options
as UK employees are able to do
under the Hiscox Approved Share
Option Scheme. The proposed
amendment would add a new
Schedule 2 to the Unapproved
Scheme ('Schedule 2') under
which Approved Options in
France would be granted. The
main provisions applying to
Approved Options in France (in
addiiion to the general provisions
of the Unapproved Scheme)
are that:
(i) they may only be granted

to employees who do not
own more than 10% of the
ordinary share capital of
the Company;

(ii) they may not be granted
less than 20 dealing days
after the date of declaration of
a dividend (the date on which
the dMidend is approved) or
an increase in share capital;

(iii) they cannot be granted within
ten dealing days of the
announcement of the
Company's results and
cannot be granted while, or
for ten days aftef
management become aware
of any price sensitive
information;

(iv) they may not be granted at
an exercise price that is less
than the higher of the middle-
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Directors' Remuneration Report continued

market quotation of the
Company's shares (as derived
from the London Stock
Exchange Daily Official List) on
the dealing day immediately
preceding the grant date and
the average middle market
quotation for each of the
20 dealing days immediately
preceding the grant date;

(v) they may only be granted
within the period of 38
months from the date of
the shareholder resolution
approving the adoption of
Schedule 2;

(vi) no cash-equivalent payments
may be made on the exercise
of Approved Options in
France and such options
are not transferable; and

(vii) Approved Options in France
may normally only be exercised
four years or more after the
grant date, except where the
Unapproved Scheme allows
for earlier exercise.

The Company will be seeking
formal shareholder approval
at the Annual General Meeting
for the amendment of the
Unapproved Scheme through
an ordinary resolution, number 11.

The directors believe that the
amendment io the Unapproved
Scheme is in the best interests
of shareholders and the Company
and recommend that you vote
in favour of the resolution.

Copies of the amended rules
of the Unapproved Scheme,
including Schedule 2, will be
available for inspection at the
offices of the Company at 1 Great
St Helen's, London EC3A 6HX,
during usual office hours
(Saturdays, Sundays and bank
holidays excepted) from the date
of dispatch of the Report and
Accounts up to and including
the date of the Annual General
Meeting and at the meeting itself.

ExChanged options
Under the terms of the offers to
purchase Hiscox Holdings Ltd
and Economic Insurance
Holdings Ltd in July 1996, the
Company ofiered to exchange
existing options held in the shares
of those companies for options
on Hiscox plc shares. As a result
of this offer, exchanged options

were issued to 38 employees
and former employees of those
companies. The interests ol
executive directors in such
exchanged options are shown
in note 25 to the accounts.

Pensions
The Hiscox Pension Scheme
is an Inland Revenue approved
occupational pension arrangement.
This is a deflned benefit
arrangement and is non-
contributory. There are two
sections: the first section provides
for benefits accruing at the rate
of one-sixtieth for each year
of service up to retirement age
of 60 for employees, including
former members of the Economic
Insurance Holdings Limited
Scheme who retain the right to a
retirement age of 63. The second
section provides for a pension
at retirement age of up to two-
thirds of final pensionable salary
accruing at the rate of the
lower of:
(4 one{hidieth for each year

of service up to retirement
age of 60; or

(b) an amount for each year
of service up to retirement age
of 60 based on a proportional
accrual of years service to
retirement age.

On 1 January 2001 , Hiscox
introduced a non-contributory
defined contribution arrangement
for all employees joining after that
date, with contributions based
on basic salary. All members
are provided with death in
service cover of up to four
times basic salary.

Service contracts
Other than in the case of
RRS Hiscox, the contracts
of employment of the directors
provide for termination on six
months' notice by either side.
Since the termination notice
period is only six months, no
statement of mitigation policy
is deemed necessary The service
contract with RRS Hiscox, dated
20 December 2002, provides
for 12 months' notice period
by either side. BE Masojada's
contract is dated 6 March 1998,
effective from 1 January 1998;
RS Childs'contract is dated

26 March 1998, effective
from 1 January 1998; and
SJ Bridges' contract is dated
20 September 1998, efiective
from 1 January 1999.

None of the contracts include
any provision for compensation
payments on early termination.

The Remuneration Committee
believes that these notice periods
provide an appropriate balance
having regard to prevailing market
conditions and cunent practice
amongst public companies.
No external appointment may be
accepted by an executive director
where it may give rise to a conflict
of interest. The consent of the
Chairman is requrred in any event.

Non-executive directors
Non-executive directors receive
an annual fee in respect of their
Board and Board committee
duties. The fees are reviewed,
but not necessarily increased,
annually and are set by the Board
to attract individuals with a broad
range of relevant skills and
experience. The non-executive
directors receive no other benefits.

Contracts were sent to the
non-executive directors on
14 December 2004 setting out
their updated terms of
appointment. The allocation of
their fees is shown in note 25.

Non-executive directorships
During the year RRS Hiscox has
been a non-executive director of
Grainger Trust plc and is paid
e25,000 for his services.
BE Masojada is a non-executive
director of Ins-sure Holding
Limited and its subsidiaries.
The fees for his services are
remitted to the Group, as
disclosed in note 29. Neither
SJ Bridges nor RS Childs
held non-executive director
positions during the year.

By order of the Board
SJ Bridges
Secretary
1 Great St Helen's
London EC3A 6HX
14 March 2005
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